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CREDIT AS A PALTOR IN OUR ECONOMY 


W. Le ti House 


Credit Manager, The Electric Supply Company, Atlanta, Georgia 
Vice President, Georgia Association of Credit Management 


An economic phenomenon is abroad in our land 
today. It is a currency minted of faith, with the 
power both to build and to destroy. It is an intangi- 
ble force without which civilization, as it exists to- 
day, would crumble. What is this tremendous pow- 
er which so affects the individual, the family, the 
business firm, the community, and even the nation? 
It is credit—the magic coin of commerce. 

We have come to accept credit in such a man- 
ner that most of us overlook its importance. There 
is an urgent need today that we understand how 
the power of credit can so vitally affect our econ- 
omy, for today we have a truly credit economy. 

What, then, is credit? The word credit comes 
to us from the Latin credo meaning “I believe” or 
“T trust,” hence to give credit means to place belief 
or trust in another. Many definitions have been of- 
fered, but this one by Joseph French Johnson seems 
to be the most satisfactory. “Credit is the power 
to obtain goods or services by giving a promise to 
pay money (or goods) on demand or at a specified 
date in the future.” 

It will be seen that credit is not a right or a 
thing—but is a power, and is the ability to secure 
economic goods or services in exchange for a prom- 
ise which will be performed at a determinable future 
time. The ability to use credit gives a potential pow- 
er which is enormously significant. Since credit is 
a power, not a thing, it is not to be considered as, 
nor confused with, wealth or capital. It can, how- 
ever, be used to procure capital. The use of credit 
to deploy capital is one of its prime advantages and 
is an integral part of our economic system. In the 
study of economics this affinity is usually expressed 
by the grouping “money and credit.” 


TYPES OF CREDIT 
The general term credit covers a multitude of 
different types of potential business power. Credit 
may generally be divided into two major classifica- 
tions, one called “public credit,” and the other, 
“private credit.” 
Public credit is usually applied to that area of 


finance in which governmental units, such as the 
federal, state, and municipal governments make 
use of their borr owing capacity to obtain funds be- 
yond income which are required for their opera- 
tions. The soundness of such public credit is equiv- 
alent to the soundness of the fiscal policy of the 
governmental unit involved. The importance of this 
is immediately apparent when we become aware 
that nationally the credit of our government affects 
the value of our money, and thus affects the value 
of our savings, property, and income. The power of 
the federal government to exercise its right of 
credit and regulation of money value is set forth in 
Article I, Section 8, of the Constitution of the United 
States of America. Thus we see that this sovereign 
function was in the original grant of power by the 
people to the legislative branch of our tederal gov- 
ernment. In subsequent time this power to exercise 
credit and regulate the value of money has been 
delegated to, or exercised by, the executive branch 
of our federal government. 

Government debts differ frem ordinary private 
debts in that there is usually no pledge of security 
to guarantee payment; consequently, the standing 
of public obligations vary according to the fiscal 
ability of the issuing authority to meet its obliga- 
tions. State and local units may fortify their credit 
position by various means. Some suggested ap- 
proaches are: (1) more flexible debt limits, (2) 
intelligent avoidance of debt increase during 
periods of prosperity, (3) achievement of more 
stable and better balanced tax systems, and (4) 
cooperative grants and aid in joint federal projects 
during periods of recession or depression. 

By far the greater use of credit falls into that 
other general classification known as private credit. 
This encompasses the sub-classifications known as 
(1) bank credit; (2) investment credit; (3) mer- 
cantile credit; and (4) consumer credit. 

Credit extended by banks to borrowers on writ- 
ten promises to repay is called bank credit, It is 
available to individuals, firms, and institutions, As 
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a rule bank credit is for a relatively short period of 
time running less than one year. Loans may be 
made on an unsecured basis, but traditionally banks 
favor secured loans. Recent trends in banking in- 
dicate the importance of the individual borrower 
with the development of consumer loan depart- 
ments. 

Investment credit is a separate field in which 
lending institutions and commercial paper com- 
panies specialize in long-term credit. Bonds, mort- 
gages, long-term notes, investment certificates, 
some types of stock and other less liquid credit in- 
struments form the basis of transactions of invest- 
ment houses. 

Practically all forms of business use mercantile 
credit. It is an essential] element of the American 
distributive system, for without it the process of 
mass production and distribution of today would 
be extremely difficult. Mercantile credit may be de- 
fined as the power to obtain merchandise for re- 
sale in return for a promise to pay at a future time. 
It involves those transactions between producers, 
manufacturers, wholesale distributors, and retail- 
ers. 

A highly developed system of credit has re- 
sulted from the need for mercantile credit in com- 
merce. Credit managers skilled in the analysis of 
credit risks examine the credit potential of those 
seeking mercantile credit. The importance of the 
three C’s of credit—Character, Capital, and Capacity 
—enter here as the applicant’s credit-worthiness is 
under observation and study. There has arisen a 
fourth C in credit known as Conditions. In develop- 
ing the result it is apparent that business condi- 
tions and the phase of the business cycle will have 
a definite effect upon the weight given to the other 
elements in the credit equation. 

The last link in the chain of the credit struc- 
ture is consumer credit—credit to the individual— 
the ultimate consumer. Consumer credit is com- 
prised principally of retail charge accounts in their 
various forms, instalment credit, and persona] loan 
credit. Some analysts of our economic system have 
become alarmed at the expansion of consumer credit. 
Hfowever, the greater number of those making a 
serious study of the consumer debt problem have 
arrived at the conclusion that in relation to dis- 
posable personal income the ratio of consumer 
credit outstanding is not at all out of proportion. 
Consumer credit has developed into a major factor 
in our national economic life. Nearly every family 
avails itself of credit at some time enabling these 
individuals to purchase needs and luxuries today 
and to pay for them out of future income. It has 
played a substantial role in raising our standard 
of living and giving us the enviable American way 
of life. 

CREDIT INSTRUMENTS 


This powerful force of credit is operated in our 
economy by means of credit instruments. These 
written evidences of debt are circulated in com- 
merce with varying degrees of acceptability and 
negotiability. Instruments of general acceptability 
are those which have the characteristics of money. 
The Federal Reserve Notes, United States Notes, 
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and U. S. Silver Certificates issued by our govern- 
ment are credit instruments of this type. These 
notes are not money, but representative money, evi- 
dences of the government’s obligation to redeem 
the notes at face value upon presentation. Their gen- 
eral acceptability and negotiability is unquestioned. 

In the commercial world the use of credit in- 
struments is the life blood of business. One cannot 
conceive of an economy in which bills are not paid 
by check, or where loans may not be obtained in ex- 
change for promissory notes. However generally 
they may be regarded, instruments in the field of 
business are of limited acceptability and are gov- 
erned by the Negotiable Instruments Law, which 
has been enacted with amazing uniformity in every 
jurisdiction in the United States. This was neces- 
sary to permit their free circulation in commerce. 

Commercial credit instruments may be divided 
into two classes: (1) promises to pay, such as open 
book accounts, promissory notes, collateral notes, 
and commercial letters of credit; and (2) orders 
to pay, such as personal checks, cashier’s checks, 
certified checks, traveler’s checks, bank drafts, 
money orders, time drafts, sight drafts, trade ac- 
ceptances, and banker’s acceptances. Investment 
credit instruments are bonds, mortgages, notes, 
stock certificates, and stock rights. 

Credit instruments have certain essential char- 
acteristics such as (1) the debtor-credit relation- 
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ship, (2) the risk, and (3) the time factor. In think- 
ing of credit instruments it is well to keep in mind 
the distinction between credit itself which is the 
power to create an obligation, and the credit instru- 
ment which is the evidence of an obligation in- 
curred as a result of the exercise of that power of 
credit. The most important point to remember is 
that no credit instrument is any better than the 
credit of its maker. 


EARLY HISTORY OF CREDIT 

The use of credit is almost as old as commerce 
itself. Early records, some of which have only re- 
cently been discovered, indicate that credit was 
practiced in Babylonia and that ordinances regard- 
ing it were included in the code of Hammurabi. The 
Phoenicians, known as the earliest merchants and 
sea traders, used credit in their transactions. Instal- 
ment sales of real estate were a device of the Egyp- 
tians during the reign of the Pharoahs, and this 
same principle was practiced by the Romans of 
Caesar’s day. Frequent references are made to the 
debtor-creditor relationship in the Bible and its 
regulation was governed by precepts in the Mosaic 
Law. 

One of the earliest credit reforms was by Solon, 
the almost legendary Athenian statesman, who 
made extensive revisions of debt laws during the 
sixth century, B. C. 

Credit practice was prevalent among the trad- 
ers in the Mediterranean area such as Phoenicia, 
Carthage, Greece, and Rome. The extended bound- 
aries of the Roman Empire at the beginning of the 
Christian Era and for several centuries thereafter 
made possible widespread trading and the easier use 
of credit. 

The Crusades had many by-products. One of 
these was the stimulation of trade and the con- 
sequent expanson of commerce between the east 
and west. The Knights Templars, an order estab- 
lished during this period, had by the 12th century 
become the bankers of Europe. Later during the 
middle ages the periodic fairs served as commercial 
attractions and credit was practiced in limited fash- 
ion in the trade conducted at these events. It was 
in this type of trade that the bill of exchange came 
into use. 

The Renaissance brought to Europe not only 
a revival of learning and a new national spirit, but 
it gave impetus to trading. The merchant princes 
of northern Italy in the then powerful city-states 
of Venice, Genoa, Florence, and Milan set up banks 
and carried on extensive commerce, much of which 
was on credit. 

The period of discovery and exploration opened 
new vistas for trading and with the pattern already 
set credit became a vital force in the opening and 
development of the new world. 

Literature in the Elizabethan age is sprinkled 
with references to credit, and one of William Shake- 
speare’s most notable plays “The Merchant of 
Venice” is woven about a credit transaction. 

Invention sparked the Industrial Revolution in 
England from the middle of the 18th to the middle 
of the 19th centuries. This remarkable social and 
economic change was from an agricultura] and com- 


mercial society to an industrialism which was to 
set aflame the rest of the world. Manufacture and 
industry opened the way for tremendous commercial 
development. Trade boomed as new fields loomed 
on the horizon—and where trade flourishes there 
credit provides the magic factor to move the flow 
of goods. Our new nation made some contributions 
to this era, but the Industrial Revolution in the 
United States occurred mainly in the 19th century. 
DEVELOPMENT OF CREDIT IN THE U. S. 

Early settlements in the American Colonies 
were financed by English capital. Plymouth, the 
second permanent English settlement in America, 
was financed by a seven-year loan from London 
merchants. The terms of the loan were difficult 
and many hardships encountered by the Pilgrims 
caused default, and the loan was not paid in full 
until 25 years later. Thus there occurred the first 
credit prob!«m in the new world. 

During our Colonial period the merchants of 
New England bought goods from abroad on credit. 
This credit, because of the means of transportation 
and the nature of our economy, was usually for one 
year. In the early colonial days, and even through 
the early period of our independence, there was a 
scarcity of “hard money” which made it necessary 
for our forefathers to rely on their faith in each 
other in the form of credit so that trade would not 
be strangled. 

Our American Revolution was financed by the 
Continental Congress borrowing money both at 
home and abroad, by increased taxation by the 
states, and by the issuance of paper currency. This 
latter feature was poorly managed and the currency 
system broke down to such an extent that the dol- 
lars printed by the Congress had by 1781 become 
“not worth a continental.” 

Into this fiasco came the financial genius of 
Alexander Hamilton who a»nneared to understand 
the mystic elements of credit as no other man of 
his day. It was he who forged our state, domestic, 
and foreign debt into the national debt; developed 
our monetary system, and aided in the establish- 
ment of the first Bank of the United States. Soon 
afterward other banks were established which is- 
sued currency and extended credit. This stimulated 
the growing commerce of the new nation which was 
striving to carve its niche in the new world. 

Bank credit in this period was generally in the 
form of bank notes. The uncontrolled issuance of 
such notes, which were it accepted at par in all 
localities, made for confusion, inflation, and panic, 
the worst of which occurred in 1837. 

There was a surge to the Ohio and the Missis- 
sippi rivers during the first half of the 19th cen- 
tury. Large segments of the population were now 
out of reach of the seaboard commerce. There 


sprang up in this period the general store of which 
the southern country store was perhaps the most 
famous. Buying from the northern wholesale cen- 
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ters of New York, Boston, Philadelphia, and Balti- 
more on terms of six months and one year, they 
furnished the southern planter who needed the 
long credit terms because of the nature of the agri- 
culture which furnished the backbone of the econ- 
omy. The credit system of the country store was 
universal, generous, and costly but it furnished that 
ingredient without which the trader, frontiersman, 
farmer, and others could not have existed. 

Selling on credit to buyers so far distant from 
the trading centers of the east and north led to the 
practice of investigation of credit by correspondents 
of those merchants. Also more care was needed 
in the extension of credit after the crisis of 1837, 
when many merchants who had extended credit 
injudiciously were swept under in the flood. Lewis 
Tappan of New York in August, 1841, started the 
first mercantile eredit agency, making reports on 
business houses to subscribers to his service. This 
enterprise by evolution and merger has by con- 
tinuous operation served credit needs for over 
a century, and in 1933 became known as Dun and 
Bradstreet, Incorporated. 

Terms of sale reflect the economy of a period. 
The 12-month term which had been in use for fifty 
years after the Revolution now showed a definite 
tendency to become shorter. In the 1830’s the 
average period was about six months, with free 
use of notes with interest after that period. 

Wide price fluctuations, the tremendous volume 
of credit outstanding with its hidden cost factors, 

and improved communication and transportation 
facilities after the Civil War caused a sharp change 
in credit terms and practices. Terms were reduced 
to as short as 30 days in some lines of trade, but 
averaged two to four months. Substantial cash 
discounts were offered by merchants in an effort 
to reduce bad debt losses and to avoid interest 
charges on their own purchases by turning their 
merchandise into cash more quickly. 

Banking and currency conditions led to the 
necessity for the Congress of the United States to 
enact the “National Banking Act of 1863” which, 
made possible the establishment of a national bank- 
ing system. The implementation of this act brought 
order out of chaos in the currency situation, and 
banks were regulated and made more secure. 
Previous state and private bank notes were taxed 
out of existence and the currency circulating con- 
sisted of national bank notes and issues of United 
States notes called “greenbacks.” 

In the three decades that followed, the nation 
underwent reconstruction in the South, currency 
disputes and reforms, and tremendous expansion 
in the west including the development of railroads 
and communication facilities. In 1873 and 1893 

-the nation experienced panics caused, in the main, 
by over-expansion, speculation, and extensive bor- 
rowing, along with gold and silver money problems, 


and abuse of sound credit practices. 

The unhealthy business atmosphere created by 
the financial illness of this period aroused the cgp- 
cern of sound business men. Credit men took q 
stride forward toward correcting some of the dig. 
orders of the day. ‘In June, 1896 at Toledo, Ohio 
there was formed the National Association of Credjz 
Men, which today is-eomprised of 33,000 members 
serving the best interests of the nation’s busines, 

Definite progress toward sound credit develop. 
ment was made by better laws governing the debtor. 
creditor relationship. One of the earliest was a 
national hankruntev law enacted in 1898. This law 
was amended -front time to time, and generally 
overhauled ‘jn’ 1938 with the enactment of the 
Chandler Act. © 

The vear [912 saw the organization of the Na- 
tional Retail Credit Association at Spokane, Wash- 
ington. With this event the credit people of the 
United States were now in position to aid busi- 
ness and better serve the customers of their firms. 
The function of credit had been duly recognized 
and we began to see the emergence of a growing 
credit economy—an industrial expansion which 
must be based upon a safe credit expansion. 

There was an active advocacy for a. central 
bank in the United States, and this movement 
gained momentum for approximately five years 
before Congress in 1913 passed the Federal Reserve 
Act, which provided for the establishment of Fed- 
eral Reserve Banks, to furnish an elastic currency, 
to afford means of rediscounting commercial paper, 
to establish a more effective supervision of banking, 
and to act as fiscal agent for the United States. 

The principal purpose of the Federal Reserve is 
to regulate the supply, availability, and cost of 
money with a view to contributing to the main- 
tenance of a high level of employment, stable values, 
and a rising standard of living. It is chiefly the 
right to issue new paper money which makes so 
important its control over and responsibility for 
the maintenance of a sound system of credit. 

All natioftat banks and many State banks are 
members of the*:Federal Reserve System. There 
are twelve Federal Reserve Banks, each serving one 
of the districts into which the country is divided. 
The funciions of the Federal Reserve are entrusted 
to the Board of Governors of the Federal Reserve 
System, the Federal Reserve Banks, and the Federal 
Open Market Committee. 

The importance of the Federal Reserve be- 
came pronounced during World War I when there 
was a severe test of credit stability. Wider credit 
facilities and greater skill in the control of them 





contributed to the fact that the credit system was - 


able to weather the strain of war financing on a 
scale which this country had never seen. 

There were financial readjustments amount- 
ing to a sharp recession in 1921. This was followed 
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by a period of speculation known as the “pros- 
perous twenties” which ended in the debacle of 
1929. While much has been written about this 
collapse and the subsequent “great depression,” no 
really satisfactory analysis of causes has as yet 
appeared. 

It was during this period that our attention 
was drawn more closely to the economic fluctuation 
known as the business cycle, which is called a 
function of modern capitalism. The business cycle 
is described as having four well-defined phases 
which accompany wave-like changes in business 
activity. They are known as the periods of pros- 
perity, liquidation, depression, and recovery. This 
cyclical change in business conditions follows an 
economy where the majority of the populace en- 
gages in industrial pursuits, producing goods for 
wide markets, using a large volume of mercantile 
credit, and bank credit. 

Beginning about 1937 there was an upswing in 
business and the recovery period was under way. 
However, the tremendous amounts spent by the 
government in the 1930’s in an effort to break the 
grip of the depression began a long period of defi- 
cit financing which made for a steady increase 
in the public debt. This inflationary trend was 
accented a few years later with the coming of war 
in Europe followed by our active participation 
from 1941 to 1945. Enormous expenditures for 
war financing have enlarged the national debt to 
the highest point in our history. The prolonged 
program of lavish spending has created an infla- 
tionary spiral from which we have not recovered. 


ECONOMIC FUNCTIONS OF CREDIT 

In the light of the role played by credit in the 
development of our economy it will be profitable to 
examine some of the economic functions of that 
dynamic element—credit. 

One of the principal functions is that credit 
serves as an adjunct to the regular medium of ex- 
change. This substitution came about because of 
the sophisticated needs of a modern civilization. 
Earliest trading consisted of barter, exchange of 
goods for goods. Gradually this method became 
less adaptable due to divergence of the wants of a 
progressing society. Into this state came the con- 
trivance of a medium of exchange called “money.” 
In order to be recognized money had to possess 
three qualities: (1) general acceptability, (2) 
durability of form, and (3) be convenient to trans- 
port. This new medium, money, permitted indi- 
viduals to defer satisfaction of their wants by ac- 
cepting something of value for their goods which 
could be exchanged for goods of their choice in the 
future. 

Even this medium of money did not possess 
the agility or flexibility to encourage and permit 
active trading and commercial expansion necessary 
to dispose of the potential production of an in- 


‘ 


dustrial era. It was necessary to inject an aid to 
the recognized medium of exchange which would 


expediently accommodate accelerated commercial . 


activity. 

Exchange in the credit system is accomplished 
by the transfer of value for representative value, 
and its conversion into real value. Thus, when a 
seller transfers his goods in exchange for the buy- 
er’s credit he has accepted a representative value. 
The step of conversion is accomplished by realiza- 
tion upon the credit of the buyer, or collection. The 
intangible nature of this medium permits conditions 
that will defer the complete transference of goods 
from the seller to the buyer until the credit con- 
sideration has been converted into real value. 

The extent to which this device of credit has 
been employed is demonstrated by the fact that 
approximately 90 per cent of today’s mercantile and 
financial transactions are accomplished by this 
medium. 

Another function of credit is that it makes 
capital available for use in commerce. Accumu- 
lated savings and unemployed capital gravitate to- 
ward financial institutions. Banks are a partic- 
ularly important reservoir of capital. Through the 
medium of loans to borrowers creating deposit cur- 
rency this capital becomes available through the 
exercise of the borrower’s credit. This permits a 
more efficient use of capital as it may be more 
suitably dispersed into the business stream. Since 
capital is thus profitably employed, savings by the 
individual are encouraged because of the return 
realized. 

A third economic function is the more pro- 
ductive use of capital. Because of the injection of 
capital into commercial activity the industrial 
world has witnessed the growth of large-scale busi- 
ness enterprises. Corporate financing policies have 
taken into account the availability of funds for use 
in increasing the facilities of production and the 
increase in number of products for the market. 
This business expansion has given society the op- 
portunity to enjoy more goods, better products, 
and a greater variety of goods. Increase in em- 
ployment, better returns for labor, and greater 
opportunity for selective employment are some other 
results of this productive use of capital. 

Still another economic function of credit is that 
it permits adjustment of capital needs to the par- 
ticular phase of the business cycle. By the process 
of control the volume of credit may be increased or 
decreased by the placing or removing of restraints 
upon its use and availability, as well as regulating 
its cost, according to the pulse of conditions. The 
equilibrium of credit balance must be delicately 
maintained in order that business will move 
naturally through our economy, for any serious 
deviation will result in inflation or deflation. 

(Continued on Page 8) 
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ATLANTA AREA ECONOMIC INDICATORS 





























ITEM July June Percentage July Percentage 
1953 1953 Change 1952 Change 
EMPLOYMENT 
Job insurance (unemployment) 
IND. .cinenininnitinwnunninnnn $156,576 $141,675 +10.5 $217,476 —28.0 
Total Non-Agricultural 
Employment (Thousands) ~~.-- 290.7 290.4* +0.1 280.2 +3.8 
Manufacturing Employment 
See 78.9 78.2 +1.0 68.2 +15.7 
Average Weekly Earnings, 
Factory Workers ~-.--------- $63.40 $64.68 —2.0 $55.61 +14.0 
Average Weekly Hours, 
Factory Workers ~..-..------ 40.9 41.1* —0.5 40.3 +-1.5 
Number Help Wanted Ads ~----- 8,629 9,570 —9.8 8,392 -++2.8 
CONSTRUCTION 
Number Building Permits 
Ct GF BD ence ncconenne 932 990 —5.9 875 +6.5 
Value Building Permits : 
City of Atlanta --_..-_------ $8,132,195| $12,262,531 —33.7| $3,501,584 +-132.2 
Employees in Contract 
Construcion (Thousands) _____- 15.3 15.1* +1.3 16.1 —5.0 
FINANCIAL 
Bank Debits (Millions) _._..______ $1,240.6 $1,247.8 —0.6 $1,119.5 +10.8 
Total Deposits (Millions) 
Sad of Pered ............... $951.9 $925.0 +2.9 $974.8 —2.3 
POSTALS 
Postel Ressinte ................... $1,111,800 $1,179,041 —5.7| $1,071,958 43.7 
Postal Cancellations _._..______ 23,025,041 22,921,568 +0.5| 21,330,156 +-7.9 
Poundage 2d Class Mail ________ 1,248,791 1,069,180 +168 1,047,225** -+-19.2 
Postal Savings to Credit 
Depositors, end of Period ____ $3,131,190 $3,172,972 —1.3| $3,385,745 —7.5 
OTHER 
Department Store Sales Index ___ 125 122* +2.5 116 +7.8 
(Adjusted) (1947-49=100) 
Department Store Stocks __.-__- N. A. N. A. —2.0 N. A. +9.0 
Retail Food Price Index 
(1947-49=100) 113.8 114.5 —0.6 116.8 —2.6 








*Revised. §City of Atlanta only. **Average Month. Third Quarter, 1952. 


N.A.—Not Available. 


Sources : All data on employment, unemployment, hours, and earnings: Employment Security Agency, Georgia Department of Labor; Number 
Help Wanted Ads: Atlanta Newspapers, Inc.; Building permits data: Office of the Building Inspector, Atlanta, Georgia; Financial 
data: Board of Governors, Federal Reserve System; Postal Data: Atlanta Post Office; Consumer Price Index and Retail Food Price 
Index: U. S. Department of Labor; Department Store Sales Index: Federal Reserve Bank of Atlanta and Board of Governors, Fed- 
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January Through July, 1952 and 1953 

















ITEM 


PER CENT CHANGE 











1953 1952 
Value of Building Permits 
$48,159,224) $22,270,315 | City of Atlanta ___-_-------- 
Number Manufacturing 
78.9 68.2 Employees (Thousands)! ___~-- 
Poundage 2d Class Mail, 
8,409,018! 7,409,470*| Atlanta Post Office .-.------- 
Average Weekly Earnings, 
$63.00 $56.82 | Factory Workers ____-__-_-- 
N. A. N. A. |Department Store Stocks** ~~ -_- 
$8,370.9 $7,714.2 Bank Debits (Millions) _._------- 
70,612 65,119 |Number Help Wanted Ads ~___-- 
Number Building Permits 
6,700 6,323} City of Atlanta ___.-_--_--_- 
290.7 280.2 'Total Non-Agricultural 
Employment (Thousands) ~~ __- 
$8,201,019 $7,922,717 |Postal Receipts, Atlanta Post Office 
Department Store Sales 
N. A. N. A. (Based on dollar amounts) ___ 
Average Weekly Hours, 
40.9 40.3 | Factory Workers? _._..______ 
166,060,703; 163,543,896 Postal Cancellations _.._______- 
$951.9 $974.8 [Total Deposits (Millions)$ ______- 
113.8 116.8 Retail Food Price Index? _.______ 
15.3 16.1 jEmpl. in Cont. Constr. (Thousands)! 
Postal Savings to Credit 
$3,131,190} $3,385,745 | of Depositors at End of Period_- 
$1,038,131} $1,138,831 |Job Insurance Payments _._____ 








*First six months 1952 plus average month 
in 3d Quarter. 


**July 31 each year 
N.A. Not available 

July of each year. 
§Last Wednesday in July each year. 
SOURCES: Same as page 4. 
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Credit energizes the distributive function in 
the marketing operation. It facilitates the move- 
ment of goods through the various stages of pro- 
duction and marketing to the ultimate consumer. 
Credit gives a strong impetus to business activity, 
and is so powerful that it can carry the heavy 
burden of production and speed the process of ex- 
change. The use of credit forms a bridge in the 
gap between production and consumption through 
the availability of bank and mercantile credit, the 
presence of which is an assurance to the entre- 
preneur of his continuance as.a link in the market- 
ing chain. Thus credit becomes the life-blood of 
commercial enterprise. Without its lubricating in- 
fluence the channels ef market distribution would 
be constricted, the flow of goods and services 
through them would be sluggish, and our economic 
system would have to operate at a lower level of 
efficiency. 

A sixth important economic advantage derived 
from the use of credit is the improvement in the 
standard of living. Through the availability of 
instalment credit the individual has been able to 
obtain the more expensive items for better living in 
exchange for promise of future payment. The 
enormity of consumer credit is recognized but not 
feared, rather it is looked upon as an expression of 
the financial health of the individual, and a ba- 
rometer of his personal prosperity. 


The significance of credit as purchasing power 
in our economic structure cannot be too highly em- 


phasized. It is obvious that this potential in the 
hands of the buyer and regulated by the judgment 
of the seller form the ideal combination for real 
economic progress. 


CREDIT—PRO AND CON 

It would be fallacious to infer that credit is 
the solution to our every economic probiem, or that 
it is perfect in its conception and operation. As 
the writer Edward Wailis Hoch has said: 

“There is so much good in the worst of us, 

And so much bad in the best of us,” 
so it may be said about credit, that there are ad- 
tantages and disadvantages. As has been remark- 
ed, credit is a power, and even though that power 
be predominantly good, it may be used intem- 
perately and unwisely. The highways of credit are 
not well marked and hidden dangers may await 
those who lose their direction. Each disastrous 
episode in the financial history of our country was 
marked with the fault of misused credit. 

Credit, soundly conceived and wisely adminis- 
tered, is a mainstay of successful industrialization. 
That its practice has been beneficial is attested by 
the phenomenal expansion and general good health 
of American business which has thrived in the 
‘credit climate. Its economic importance was well 
recognized in this country over a century ago when 


Daniel Webster, on March 18, 1834, in a speech 
before the Senate of the United States, said: 

“Commercial credit is the creation of modern 
times and belongs in its highest perfection only to 
the most enlightened and best governed nations. 
Credit is the vital air of the system of modern com- 
merce. It has done more, a thousand times more, to 
enrich nations than all the mines in the world.” 

It will be appropriate here to consider the two 
points of view: the seller’s and the buyer’s, as to 
the advantages and disadvantages of credit. From 
the standpoint of the seller, credit has many ad- 
vantages. Some of these are: 


. Makes regular customers out of casual buyers. 

. Increases the size of the average sale. 

. Credit customers buy more and oftener. 

. Selling on credit increases sales volume. 

. Builds mutual confidence between buyer and 
seller. 

. Generally attracts a better class of trade. 

. Permits maximum sales with little added 
cost. 

. Enables store to gather better information 
about its customers. 

9. Makes it easier to sell more expensive and 
additional quantities of goods. 

10. Attracts customers who want or need credit. 
The buyer finds these favorable points: 

. Able to enjoy goods now—pay later. 

. Convenience in shopping—now expected. 

3. Aids in record of purchases. 

4. Facilititates return of goods to seller. 

5. Improves quality of selling. 

Opposition to credit comes from some sellers who 
point out these disadvantages: 

1. Credit increases the cost of doing business 
by requiring overhead costs for operation of 
the credit department, also interest cost on 
carrying accounts receivable, as well as some 
losses from bad debts. 

. Capital which might be more profitably used 
in the business is tied up in charge accounts 
on the books. 

. The credit system invites complaints from 
customers about merchandise and encourages 
returns. 

To these the buyer might add: 

1. Credit encourages heavier buying and may 
lead to extravagance. 

2. That the cash buyer at credit granting estab- 
lishments pays a higher price because of al- 
lowance for cost of credit sales. 

All of these things and many others must be 
taken into consideration when a business enterprise 
is adopting its sales policy. Some of the points 
which must be considered in determining whether 
to establish a credit sales policy are: 
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~ A. Individual factors: 

1. The seller’s financial position. 

2. The seller’s anxiety to dispose of merchandise. 
3. The seller’s estimate of credit risk. 
B. Trade or competitive factors: 

. The class of trade to be served. 

. The line of goods which will be sold. 

. The length of the customer’s marketing 

period. 
4. Competitive conditions. 
5. Location of customers. 
6. The business cycle. 

Every business should have an objective or 
goal which expresses the purpose of the enterprise 
and with which all members of that commercial 
unit are familiar and toward which they strive. 
This expression is generally known as policy and 
may be described as a statement of objectives de- 
fining a course of action in a particular area of 
business activity. 

In setting policy it must be remembered that 
the credit dollar is a much more potent element of 
sales energy than the cash dollar, as the credit 
transaction is often the beginning of a long and 
profitable relationship. It is the credit dollar upon 
which sustained relationships are built, and around 
which such human attributes as confidence, char- 
acter, and ability revolve. Determination of 
whether sales shall be made upon credit terms, and 
the collection of payments on credit accounts when 
they become due, are now generally recognized as 
important business functions. 


CONTROL OF CREDIT 

Well-managed credit is a boon to American 
business. The problem involves the exercise of 
control over credit by individual enterprise, also by 
the established regulatory forces. The matter of 
exercise of voluntary control by the public in con- 
sumer credit may be discounted, because there are 
as many conceptions of credit control there as 
there are individuals. 

In the case of individual creditors the appraisal 
of the debtor’s position may sometimes dictate a 
helpful credit discussion rather than a strong sales 
policy. The economic information in possession 
of credit executives makes them well qualified to 
discuss frankly with the customer the state of his 
business and the effect that general business con- 
ditions might have upon it. In periods of business 
unrest a cautious policy may save both debtor and 
creditor. The credit system is conditional on the 
willingness and ability of individuals or business 
firms to advance present goods in return for a 
promise of future payment. The solvent factor 
of credit may be controlled between the willingness 
of the seller and the ability of the buyer. 

The relation of good credit control to business 
success demands the sincere interest of creditors in 
the ability and safety of the outlets of their distri- 


bution. Thus it will require good sales ‘policies and 
good credit policies to protect the qualified buyers 
and not add to the burden of incompetent and un- 
qualified buyers. It should be remembered that 
easy credit promotes the spirit of adventure. Lack 
of skill in the use of credit and poor management 
have sounded the death knell over many a business 
enterprise. 


The principal responsibility for the control of 
credit falls upon the Federal Reserve System as it 
is charged with the function of credit and monetary 
policy. This requires an elasticity of currency and 
commercial credit. Perfect elasticity requires the 
following three conditions: (1) the amount of 
currency and commercial credit in use must be 
able to expand and contract; (2) the expansion and 
contraction of currency and commercial credit 
must be coordinated in point of time with the 
changing needs of business and economic activity 
in general; (3) the extent of expansion and con- 
traction must also be coordinated with the changing 
needs. Under these conditions money and com- 
mercial credit will be able to perform their legiti- 
mate function of facilitating the operation of eco- 
nomic activity. 

The Federal Reserve implements its powers of 
contro] through the use of combinations of the fol- 
lowing: (1) control of the rediscount rate, (2) 


regulation of reserve requirements of member banks, 


(3) purchases and sales of securities in the open 
market, and (4) selective devices designated as 
regulations which deal, among other things, with 
securities transactions margin requirements and 
consumer credit. The interest rate policy of the 
Federal Reserve has a decided effect upon bank 
and commercial credit policies. 


It was the purpose of the founders of the Fed- 
eral Reserve that strict definition would determine 
the paper eligible for rediscount (qualitative con- 
trol of credit). However, under the pressure of 
economic stress in the 1930’s and influence of the 
government administration there was a tendency 
toward easier credit which led to increases in the 
amount of bank credit and money available (quan- 
titative control of credit). The emphasis has thus 
been shifted and this quantity control is exercised 
chiefly through open-market operations and reserve 
requirement manipulation. 

The power of the Federal Reserve te regulate the 
volume of bank credit and money is one of the im- 
portant factors in determining economic conditions. 
The policy of the Federal Reserve has been in keep- 
ing with the universal desire for orderly, steady 
economic progress, and a constantly improving 
standard of living. This has been achieved by 
flexibility in the monetary policy and restraint’ 
on the creation of excessive credit in a boom when 
liberal credit and monetary ease might threaten 
stability. 
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It is apparent that there exists a close relation 
between bank credit and trade credit and that the 
two tend to move in the same direction. This fact 
accents the importance of the control of credit and 
monetary policy. The study of economic indicators 
and the irend that they reveal can serve to warn 
the credit executive of what may lie ahead and give 
him ample opportunity to make the necessary 
preparation to meet changing conditions. 


THE CREDIT SPECIALIST 

Around the turn of the century as business 
units increased in size their organization developed 
along functional lines with different departments 
under separate supervision. An inherent weakness 
in the early organization was failure to realize the 
importance of credit and the fundamental relation- 
ship between the success of the business and the 
soundness of its credit policy. 

Earliest credit responsibility in a firm de- 
volved upon the proprietor who was in close touch 
with his relatively small number of customers. 
Later this duty was shifted to the bookkeeper when 
the head of the firm found increasing burdens of 
management did not afford him time to check 
credit. 

In 1896, with the formation of the National 
Association of Credit Men, the importance of credit 
was recognized, and the evolution of the credit man 
or credit specialist began. During the intervening 
period the transition of this important executive 
has been of such magnitude that the former “credit 
man” has now become the “credit manager” and 
the “credit executive.” The function of credit 
granting as now practiced has risen toward pro- 
fessional status. 

Because of the tremendous importance of that 
volatile and dynamic forece—credit—the task of di- 
recting credit policy requires that persons skilled 
and trained be selected to perform this responsibil- 
ity. The basic credit policy of any organization 
may be simply expressed as ‘‘achievement of max- 
imum sales with a minimum of losses.” In order 
to accomplish this goal the credit specialist must 
possess this basic information: (1) knowledge of 
the business, (2) knowledge of the customers, and 
(3) knowledge of conditions. More than this, how- 
ever, he must possess other qualifications which 
provide him with the equipment he will need to 
render to business that service which it requires, 
and to give him the understanding of the operations 
of credit and finance and their relation to other 
areas of business activity. 

The competent credit manager possesses tact 
and an understanding of how to use it in his relation- 
ship with others. His personality encourages others 
to have confidence in him and be at ease in working 
with him. His powers of imagination aid him and 
his customer in finding reasonable solutions to the 
financial problems involved in the granting of credit, 


His tempermental and emotional traits ure evenly 
balanced so that his judgments always work out of 
a clear-headed facility. He works with people on 
a friendly and affable plane, but with a commu, 
sense dignity. 
trator and possesses the ability to communicate hj- 
ideas orally and in writing with conviction and 
force. He evaluates the changing business condj- 
tions and interprets their probable effect upur, 
credit and financial problems. Above all else, he 
possesses sterling traits of character and makes 
these live as a part of his conduct and daily busj- 
ness relationships with others. These are the es- 
sential personal qualifications of the man or woman 
who seeks a career in credit and financial manage- 
ment. 

The more comprehensive the _ professiona] 
preparation, the better for the individual and the 
more certain he can be of advancement. The broader 
the general education of the credit executive, the 
more intelligent will be his understanding of hi: 
customer’s problems. The progressive credit man 
needs a broad business education embodying eco- 
nomics, business organization, law, accounting, 
finance, oral and written communication, the know- 
how of supervising others, and the fundamentals 
of human relations. 

Opportunities to specialize in the study of 
credit and related subjects are offered in many of 
the nation’s universities in cooperation with the 
National Institute of Credit, the educational arm of 
the National Association of Credit Men. 

The practice of the credit profession involves 
high ethical standards, and is imbued with a sense 
of dignity and responsibility. In addition to his 
duty to his company the credit executive feels an 
obligation to conduct his activities on a high plane 
in his business relationship with the community 
and all those with whom he comes in contact. The 
watchword of sound credit is vigilance as the credit 
executive strives to make credit, man’s confidence 
in man. 

CREDIT IN THE FUTURE 


We have seen how credit with early begin- 
nings grew into the highly developed system we 
have today. It is so entwined in our economy that 
it would be quite impossible to operate without 
this magic factor. Since it has become imbedded 
in our complex living we must recognize its presence 
and plan for the future. 

3usiness is always in a transient state, neither 
a state of prosperity nor depression. Conditions in 
our economic system constantly shifting and chanpr- 
ing bring new problems. Those whose responsi- 
bility involves the management of credit must be 
adaptable to these variable movements in the busi- 
ness cycle. Intelligent decisions in relation to con 
ditions will help to regulate the volume of credit anil 

(Continued on Page 12) 


He is a good organizer and adminis- 
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METROPOLITAN AREA ISUSENESS 
. .. . AT A GLANCE 


INDEX MILLIONS OF DOLLARS 
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contribute to the orderly expansion of business, 
Since it is generally agreed that credit influences 
the business swing and thus plays an important 
role in the business cycle. 

The fluidity of our economy and the ingenuity 
of mankind will combine to create new situations 
requiring credit. It is expected that these new 
situations .will require new approaches and new 
methods in credit techniques. Credit policies and 
functions must be made flexible enough to care for 
these changing needs and be able to meet the crisis 
before the crisis comes. In an advancing civiliza- 
tion the horizon of credit is limited only by the 
imagination and vision of the aggressive credit 
executive. 

Credit is a lien upon the future. When it is 
improperly managed it may bring disastrous re- 
sults. This is true of individuals, companies, com- 
munities, and the nation. It becomes highly de- 
sirable that we, in whatever capacity we serve, 
honestly and critically examine credit policy—both 
commercially and nationally—to determine the 
proper direction and set our compass on the right 
course. 

Safety in credit transactions and the necessary 
fluidity of credit must come from courageous and 
intelligent action. The story of our industrial 
progress and our wealth is the story of credit de- 
velopment. Truly credit has become a most im- 
portant factor in our economy; for just as human 
beings cannot survive without air, so business can- 
not survive without the vitalizing element of credit. 
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